
Items B through G arenecessary fo r  implementation of theadjustment to  
the program operatingcost payment rate.  The items specifyguidelines for 
therequest,evaluation,ratesetting, and recoveries. 

Itam B establishertheinformationthat mustbe included i n  8 written 
requestfortheone-time ad justmeat. I t  i s  necessary and rearonable t o  
document that  the def ic i t  cannot be corrected through a special needs rate 
ad justment so that  the one-time adjustment remains the avenue of laat  
resort  and other methods of adjustment specificallydesignedforthat pur
pose are used f i rs t .  I t  is  necessary and rearonableforevaluation and rate 
set t ing purpose, t o  have 8 copyof t h e  commissioner’s order which indicates 
the nuder and type of s taff  that  are  needed to correct t h e  deficiency,the 
projectedcosts and planforcorrectingthe deficiency thereasonsthe 
f a c i l i t y  was unable t o  w e t  s t a f f  r a t i o s  under current or prior rater and 
informationconcerningprior and presentstaff hours .Id cooto. Without 
t h i s  information the  interaction between need, resources  and corrective 
plans w i l l  not be established a d  adherence tothelegislativeq requirement 
a t  Minnesota Statute#, section 256b.501, subdivision 2 would not be met 
Therefore,rater would not be adjusted because the commissioner would be 
unable to  determine i f  theadditionalcosts a r t  be incurredforthequality 
care of reaideats i n  e f f ic ien t ly  and economicallyoperated f a c i l i t i e s  

I t  
and 

Item C establishes the method for evaluation of tho facility',  request. 
isnecessary and reasonable to establish the  c r i t e r i a  80 that propiderr
department s taff  have clearguideliner. I t  is rearonabletoonlyallow 

thereasonablecoatoftheadditional program s ta f f  so that state resources 
arespecificallytargetedtothedirectcare of reaidento. I t  i o  reasonable 
to derive a per diem by allocating the additional costa to the  greater of 
resident day8 or 85 percent of capacity days because h is tor ica l ly  bared 
program col t s  a re  determined i n  t h i s  same manner prior to establishment of 
the payment rate.  I t  i s  rearonabletodeductefficiencyincentive payments 
amounts attained by reallocatingthefacility'sCosts, and t h e  debt reduc
tion allowancenot used fordebtreduction from therequested amount because 
i t  wouldbe inappropriateto pay increasedratertocorrect a deficiency i n  
the fac i l i ty ' s  care  program when current rater include amount8 .not related 
to cost  which could tie used forthosepurposes 

I t e m  D is necessary so thatthe approved raterequest can be added t o  
the faci l i ty 'scurrentrate .  this adjustment w i l l  takeeffect on the f i r s t  
day of the month followingthecommissioner'sdetermination I t  i s  reason
able t o  use this date becausethe f i r s t  of each month s t a r t s  a new b i l l i n g  
eyel e .  

Item E specifies that the ad justment w i l l  be i n  effect  for  12 months 
and tha t  a t  the  end of t h i s  period, a f i s ca l  and program review vi11 be con
ducted. A 12-month period i s  a necessary and rearonable time period i n  
which  toanalyzethe c o s t .  The f i sca l  and program review is a necessary and 
reasonable way toassurethattheadditional payments are usedasintended. 
Subitems 1 t o  3 detailactionsthat may resul t  from thereviewprocess. I t  
i s  reasonable to  recover amounts paid and todisallowtheincurredcosts if 
a f a c i l i t y  f a i l s  t o  meet therequiredstaffratios because this would c i r 
cumvent theintent of therateadjustmentalsothedesiredresult of 
meeting minima staffing standards for the particular facil i ty would not 
have been achieved. I t  i s  reasonabletorecover overpayments thatresul t  
when actualcosts are below the payment levelestablished for theadjustment 
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becausetheincreaseinra tes  is designed t o  be a t t r i b u t a b l e  t o  increases  i n  
c o s t s .  Therefore ,  i f  t heac tua l  c o s t s  O f  t headd i t iona l  s t a f f  are belowthe 
es t imatedcos tspro jec ted  by theprovider,theoverpayment must be returned 
t o  theMedicalassistance Program. Also,theadjustment is  es tab l i shed  from 
a budgeted amountand thus i t  would be unreasonable for a provider  t o  p r o f i t  
from s u p p l y i n ge i t h e rl e s s  i n p u t s  or less  expensive i n p u t s  thanagreed t o  
when the  reques t  war granted .  I t  i s  reasonabletonot  make r e t r o a c t i v e  
d o l l a r  s e t t l e - u p s  t o  c o s t  when c o s t s  exceedpayment l e v e l si n  o r d e rt og i v e
providersanincent ivetoaccura te lybudgetforcos tincreaser .I f  t h i s  
i s  notdone, t h e  f a c i l i t y ’ s  r e q u e s t  and thecommissioner 'sevaluationof t h e  
reques t  become mean ing le s s  The reducedadjustmentorcont inuat ion of t h e  
payment u n t i l  the  September 30 fol lowing the endof therepor t ingper iod  
whichincludes12monthsoftheadditionalcosts is a necessary and reason
ab le  method t o  e s t a b l i s h  an a n n u a l i t a t i o n  ofthehis tor ica lbareforpur
poses o f  e s t a b l i s h i n g  t h e  f a c i l i t y ’ s  payment rate i n  f u t u r e  rate years. 

Item P spec i f i e s  t he  accoun t in#  r equ i r ema t s  fo r  cos t s  a s soc ia t ed  wi th  
theadjustment .Recordin#thecostsoftheaddi t ion81 program s t a f fsepa r 
a t e l y  and d i s a l l o w i n 8  t h o r e  c o s t s  u n t i l  t h o r e  c o s t s  b e c u r  p a r t  of t he  
h i s t o r i c a l  c o s t  bare o f  t h e  f a c i l i t y  is a necessary .ad reasonable method t o  
f a c i l i t a t e  t h e  c o m m i s s i o n e r ’ s  f i s c a l  and program review and t o  avoiddupl i 
c a t e  payments f o rt h e  Sam service. 

Item C limit, e a c h  f a c i l i t y  t o  one a d j u s t m e n t  I t  i o  necessary and 
r e a s o n a b l e  t o  limit e a c h  f a c i l i t y  t o  one adjustment $0 t h a t  ease i n  admi
n i s t r a t i o n  is maintained and d i s r u p t i o n s  t o  t h e  p r o s p e c t i v e  n a t u r e  o f  t h e  
r a t es e t t i n gp r o c e s s  are minimized. Once theadjustment  b e c a r  p a r t  ofthe 
h i s t o r i c a l  c o s t  b a s e  o f  t h e  f a c i l i t y ,  t h e  r e g u l a r  trending of costsprovided 
f o r  t h e  ope ra t ing  cos t s  w i l l  be s u f f i c i e n t  t o  m a i n t a i n  an adequate  coa t  bare. 

X. determination of property related ?A#= UTI - ?ut 9553,0060 

Statementof Need: 

Subpart 1 is  necessarytoinformprovidersofthear thodusedtoca lcu
l a t e  deprec ia t ionforthepurposeofes tab l i sh ing  a depreciat ional lowance 
u n d e rt h e s er u l ep a r t s  

Depreciat ion i s  a method ofass igningtheacquis i t ioncos t  of c a p i t a l  
a s s e t st ot h ep a r t i c u l a rp e r i o d so rp r o d u c t s  t h a t  bene f i tf romtheu t i l i za 
t i o n  of the  assets. 

I t  is necessary t o  e s t a b l i s h  a deprec ia t ion  a l lowance  to  compensate 
p r o v i d e r s  f o r  t h e  c o a t  o f  c a p i t a l  assets usedby r e s iden t sdur ing  t h e  

Q) a r' periodof use.
U L Q W  
m a w 
+ - C L  

2 g ,; 
reasonableness  : 

I t  is reasonabletore imburseprovidersforthecoat  of c a p i t a l  assets 
used by res identsbecause  t h e  c o s t  of t hese  assets is a necessarycoat  of 
providing ICF/MR se rv ices .  I t  is reasonabletospreadthereimbursementof  
t h e  cos tof  these a s s e t so v e r  t h e  u se fu l  l i f e  of t he  arret  t oa v o i d  urine

- c e s s a r i l yh i g hc o s t sd u r i n g  t h e  year i n  whichmajor c a p i t a l  arret$ are 
Q acquired and t o  more a c c u r a t e l y  allocate t h ec o s t s  t o  t hepe r iodsin  which 

. prac t ice
;ala, 
' se rv icesa rep rov ided .Ca lcu la t ingdeprec ia t ion  i s  also a s tandard  

f: i n  t h e  pub l i c  and p r i v a t es e c t o r s  and a ni n t e g r a lp a r t  
more 

ofthan t h e  yearofIT- a accounting.Because the  assets  are of b e n e f i tf o r  accrualbased 
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a c q u i s i t i o n ,t h ec o s t  of t h ea s s e t s  is t y p i c a l l ya l l o c a t e d  over t h el i f e  of 
t h ea s s e t .  

Statement of Need: 

Item A, s u b i t e n  1 i s  necessarybecausetoca lcu la tedeprec ia t ion  and 
for  generalaccountingpurposes a method tode termine  t h e  valueofthe 
c a p i t a l  assets must be s p e c i f i e d .  

Reasonableness : 

The reasonablenessofvaluingcapi ta l  assets a t  h i s t o r i c a l  c o s t  has  
i t s  basis ingenera l lyacceptedaccount ingpr inc ip les  ( G M P  Guide, 1984: 
p. 11.02). Under G M P  a l l  assets are recorded i n  the f inanc ia ls t a t emen t s  
a t  t h e  c o s t  of a c q u i s i t i o n ,  i.e., h i s t o r i c a lc o a t .U n t i lt h e  asset is so ld  
no i n c r e a s ei nv a l u e  is r e c o g n i z e d  The conceptofusingthe cost incurred 
when t h e  c a p i t a l  arret  was f i r s t  p l a c e d  i n  t h e  program i o  necessary to  
comply wi ththeDef i c i tr educ t ion  Act of 1984, s e c t i o n  2314, (DecU), e t c h  
prevents  an i n c r e a s e  i n  t h e  c o s t  of an asset due t o  Chaw@# i n  omer rh ip .
t h i s  p r o v i s i o n  e s s e n t i a l l y  p r o h i b i t s  t h e  p r a c t i c e  of paying for the  SUI 
c a p i t a l  assets more t hanonce ,s inceth i sp rac t i ce  is undulycost ly .  Since 
t he  sale or reorganizat ionof  a p r o v i d e r  e n t i t y  g e n e r a l l y  r e s u l t s  i o  a d d i 
t i o n a l  d e p r e c i a t i o n  expenre without 8 corresponding  inereare  i n  care q u a l i t y  
or t h el e v e l  of service provided, i t  is reasonable to  d i s a l l o w  t h a t  inereare 
i n  c o s t .  

Statement of Need: 

Subitem 2 is n e c e s s a r y  t o  c l a r i f y  h o w  d o n a t e d  assets are t o  be valued 
because -there is  no c o s t  t o  t h ef a c i l i t y .  I t  is reasonable  t o  limit the  
va lueass ignedto  donated  assets t o  t h e  net book va lue  of thedonor which 
t a k e s  i n t o  c o n s i d e r a t i o n  t h e  d e p r e c i a t i o n  a l r e a d y  a c c r u i n g  t o  t h a t  asset and 
so t h a tt h e  asset  is notdeprec ia ted  more than  once. 

Reasonableness : 

I t  is rearonable  t o  use  the  ne t  book value  of thedonor  as t h e  c a p i t a l  
c o s t  for the  donamto r e f l e c t  t h e  d e p r e c i a t i o n  that hasalreadybeenpaid on 
the. a s s e t .  Paying for c a p i t a la s s e t a  8 second time is not  an expense t h a t  
must be  i ncu r redtop rov idequa l i tyca refo rre s iden t s  (Minnesota S t a t u t e s ,  
s e c t i o n  256B.501, subdiv is ion  2). Thisprovis ion is  a l s oc o n s i s t e n t  with the 
o b j e c t i v e  of DeFRA. .. -

C’ a Statement of Need and Reasonableness: w a *-’ 

a, a; 0 
c c c  

< m Q r;. Subitem 3 is n e c e s s a r yc l a r i f y  t h e  claimt o  t h a t  p r o v i d e r  m y  not  

d e p r e c i a t i o n  on assets purchasedthroughgovernmentappropriationorgrant.  

, On o c c a s i o n ,c a p i t a l  assets are purchasedthroughgovernmentalb i l. appropr i a t ions  and g r a n t s  whichdo not r equ i r e  repaymentthroughthe 
operat ingrevenues of t h e  f a c i l i t y .  To pay for d e p r e c i a t i o n  on suchassets  

-K would result  i nd u p l i c a t e  paymentby thetaxpayers .  * I t  is rea ronab leto  
government theseP 6 p r o h i b i td u p l i c a t e  payments by the because payments are not 

d i u2 cx c o n s i s t e n t  with coa tconta inmentl imi ta t ions  on t he  amounts of reimbursement 
2 
0 ?t;; for  prope r ty  in  S ta tu t e s ,a, spec i f i edMinneso ta  sec t ion  2S6B.SO1, subdiv is ion  
I v) 3 ,  and would not be a prudent use of limited funds.government 
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Statement of Need: 

.- is  necessary t o  informproviders of t h e  process  t o  be used 
t o  c la imdeprec ia t ionfo radd i t ions  and replacements .Increasing the c o o t  
of t h e  c a p i t a 1a s s e t s  by t h e  c o s t  of t h e  addi t ionsorreplacements  is  
necessary t o  a l lowtheprovider  t o  receivecompensat ionforthe c o s t  of chat 
addi t ionorreplacement .  

Reasonableness: 

I t  i s  r e a r o n a b l e  t o  c a p i t a l i z e  the cost of addi t ion8orreplacements
becausethesechange8increase the  capac i ty  Or opera t inge f f i c i ency  of t h e  
f a c i l i t y  and undergeneral lyacceptedaccount ingprinciple8expendi tures  
t h a t  increase  t h e  c a p a c i t yo ro p e r a t i n ge f f i c i e n c y  are c a p i t a l i z e d .  I t  is 
rearonable  t o  r ev i se  dep rec i a t ion  cha rge r  on t he  bas i s  of t h e  new book value 
becausechi8processiocons i r ten twi th  G M P  ( G M P  Guide,1984: p. 11.03). 
I t  iorea ronab le  t o  measuretherevis ionprospect ively a d  accountfor  it i n  
t h e  c u r r e n t  a d  futureperiodsbecausethose are theper iod0benef i ted  by 
the addi t ionorrep lacementandth is  method of accounting for thocoot  is 
cons i r t en t  w i th  G M P  and i n t e g r a l  t o  t h e  a c c r u a l  b a s i s  ofaccounting (CAAP
Guide, 1964: p'.11.03) . bared upon genera l lyacceptedaccount ingpr inc ip les  
and inthein t e re s to fcos tcon ta inmen t ,  it iorea ronab letha tinc reased  
d e p r e c i a t i o n  expenre be claimed at  t h e  p o i n t  construction -0 completed or 
t h e  c a p i t a l  a s s e t  -8 replacedbecause no b e n e f i t  i o  derived from t he  addi
tionorreplacementuntiltheprocessha8beencompleted.  

Statement of Need: 

Subitem 5 is necessary t o  c l a r i f y  how theaccumulateddepreciation on 
used assets w i l l  bedetermined 80 t ha t  t he  r ema in ing  deprec i a t ion  to  be 
includedinthereimbursement rate can be determined. 

Reasonableness : , 

I t  is r easonab letousetheuse fu ll i f eschedu lein  Item B., subitem l. ,  
t o  promoteconsistencybetweenthe way new C a p i t a l  a s s e t s  and used c a p i t a l

- b  a s s e t s  arc d e p r e c i a t e d  using the  same schedule also i n c r e a s e so b j e c t i v i t y  
/ I  and makes t h e  rate-sett ingprocessle88complex. The i n i t i a ll i m i t i n g  of&)c$accumula teddeprec ia t ionto  50 percent  of h i s t o r i c a lc a p i t a lc o s t ,  is . 

c o n s i s t e n t  with the one ha l f  of u s e f u l  l i f e  limit es t ab l i shedinI t em B,3 7,\ s u b i t e m  2 and is  a rearonable  way t o  make su retha tthep rov ide r  i s  able t oO%'-
.J L' 

r ece ive  some d e p r e c i a t i o n  on a used a r re t  t o  compensatehim or her  fo r  t he  
I T .-- . c o s t  O f  t h a t  asreto 
, .-\ c  u 
._ -c; w 
: C' aJ 
- .  .- .- Statement of Need: 
I .  7 r
c? c 0 

Subitem 6 is  necessa rytocon t ro l  t h e  amount p a i d  f o r  c a p i t a l  assets 
I 	 andcomplywith the Defic i tReduct ion  Act of1984. The increase i n  t h e  

costs of c a p i t a l  a s s e t s  due t oc h a n g e ri no m e r r h i po rr e o r g a n i z a t i o n  would 
resul tindupl icatereimbursementfor  there c a p i t a l  assets. . 

-_ e 
m 

' d  Reasonableness : 
aJ
CL 

6 a) It is rearonable  t o  limit payments so t h a t  limited resources  are 
t a rge ted  to  r e s i d e n tc a r e  rather t h a nc a p i t a l  assets this p r o v i s i o na l s o  
creates  s t a b i l i t yi nt h ei n d u s t r y  by e l imina t ingtheincen t ive  t o  s e l l  which 



+- 

over time r e s u l t s  i n  increasedequi ty .Also,theincreasing of t h eh i s t o r i 
c a l  c a p i t a l  c o s t  of an a s s e t  as the r e s u l to f  a casua l tylos s  would c r e a t e  
anincent ivetonotcar ryappropr ia televe ls  of l i a b i l i t yi n s u r a n c e .  

In add i t ion ,th i sp rov i s ion  is  reasonablebecause i t  promotescost con
tainment a0 requi redinMinnesotaSta tu tes ,sec t ion  2568.501and prevents  
d u p l i c a t e  payments f o r  t h e  same a s s e t  as addressed by t h e  DeficitReduction 
Act of1984,section 2314. Also ,tore imbursefor  a c a s u a l t y  108s would not 
promotetheeff ic ient  and prudent managementof c a p i t a l  arret8 88 required 
i n  MinnesotaSta tu tes ,sec t ion  256B.501. 

Statementof Need: 

Subitem 7 is necessa ryino rde rtop reven ts i tua t ionsin  which the 
accumulateddepreciationallowancepaidcould exceed the  h i s t o r i c a l  c o s t  of 
t h e  c a p i t a l  ar re t .  Thioprovir ion is necessary t o  comply wi ththeDef i c i t  
Reduction Act of 1984 and beconair tentwithotherprovis ionsdesignedto 
ensu retha t  assets are onlypaidforonce. 

reasonableness : 

Depreciat ioncanbedefined 80 re imbursingthecostof  an arret. Given 
this d e f i n i t i o n ,  i t  i o  rearonabletha tthedeprec ia t iona l lowancepaidnot  
@ . c a r dt h eh i r t o r i c a lc o a t  of t h a t  arret. t h i si o  a rearonable  way t o  limit 
t h e  amount'ofreimbursement fo r  p rope r ty  a8 requi red  i n  minnesota s t a t u t e s  
s e c t i o n  256B.501, subdiv is ion  3,  whilereimbursingproriderr  for c o s t s  
incur red .  

Statement of Need: 

Item B e s t a b l i s h e s  t h e  methodused t o  compute dep rec i a t ion .  

Two of theconvent ionsthataccountantsdepend upon t o  a i d  in the 
in t e rp re t a t ion  o f  f inanc ia l  i n fo rma t ion  are comparabi l i tyandcons is tency  
Because t h e r e  are s e v e r a l  method8 t o  compute dep rec i a t ion ,  i t  ionecessary  

nL t o  s e l e c t  a s p e c i f i c  methodand a p p l y  i t  c o n s i s t e n c y  

Reasonableness : 

The I n t e r n a l  Revenue Code also l is ts  t h e  s t r a i g h t - l i n e  method a8 an 
acceptab le  method.  I t  is r e a r o n a b l et o  use this method because i t  i s  widely
accepted ,  easy t o  compute,and conairtentwithpastreimbursementmethods.  

. L v c The useofothermethodsofdepreciat ion would r e s u l ti n  an a c c e l e r a t i o n  of 
$ 2 5 d e p r e c i a t i o n  payments with no benef i taccru ingtores identcare .Also ,under  

-2  e : t h e  c u r r e n ts t r a i g h t - l i n e  method, t hedeprec ia t ion  payments theexceed 
RJ r r '  
n o c r e q u i r e dp r i n c i p a l  payments i nthe  f i r s t  s e v e r a l  year8of t h e  a s s e t ’ su s e f u l  

r i / l  I I l i f e .4El 
Statementof Need: 

1 1 , 
+ t m  

m a ,  Subitem 1 is necessary because an estimate of u s e f u l 
l i f e  is needed t o  
4 of  a c a p i t a l  a r r e t  u s i n g  s t r a i g h t - l i n e  method. Anb gn compute dep rec i a t ion  t h e  
2 a industry-widestandard is  necessa rytoinc reasecomparab i l i t y  andcon

3 2  s i s t ency .cn Lr 
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Reasonableness : 

I t  i s  r easonab letha tthel ivesas s ignedtothefac i l i t y ' scap i t a l  
a s s e t s  be  as l i s t edinsub i t em (1) i n  o rder  t h a t  thestandard of consis tency 
be maintainedwithpriorreimbursementrules.  

Statement of Need: 

Subitem 2 e s t a b l i s h e st h eu s e f u ll i f e  of a used c a p i t a la s s e t .  As with 
t h e  case  of a newe a s s e t ,  an estimate of u s e f u l  l i f e  i s  needed f o r  a used 
c a p i t a l  a s s e t  i n  o r d e r  t o  c a l c u l a t e  d e p r e c i a t i o n  u s i n g  t h e  s t r a i g h t - l i n e
method. 

Reasonableness: 

Again t h i s  subitem is necessary and r e a s o n a b l e  t o  promoteconsistency 
b e t w e e n  t h i s  r u l e  and p r i o r  r u l e s .  

Statementof Need: 

Subitem 3 e s t a b l i s h e st h eu s e f u ll i f e  ofleasehold improvements An 
es t ima te  of t h e  u s e f u l  l i f e  of theleasehold  improvement is needed f o rt h e  
computation of d e p r e c i a t i o n  u s i n g  t h e  s t r a i g h t - l i n e  method. 

Reasonableness : 

Kt is reasonab leto  t reat  leaseholdimprovemeatsinthe SAM manner as 
o t h e r  c a p i t a l  assets becausethey are owned by theprovider  .adtheyshould 
be d e p r e c i a t e d  i n  t h e  saw manner as c a p i t a l  assets owned byotherproviders .  

Statement of Need: 

Item C e s t a b l i s h e s  an investmentper  bed limit on t o t a l  h i s t o r i c a l  
c a p i t a lc o s t s .M i n n e s o t aS t a t u t e s ,s e c t i o ns u b d i v i s i o n  1, d i r e c t s  
thecommissioner to"es tab l i shproceduresforde termining  rates f o rc a r e  of 
r e s i d e n t s  ofintermediate  care f a c i l i t i e sf o r  the  mentallyretarded." In 
developing t h e  procedures ,thecommiss ionersha l linc lude  limits on the  
amountsofreimbursementforproperty,general and admin i s t r a t ion ,  and new 

f a c i l i t i e s  Thisprovis ion is  necessa ryto  comply with t h ed i r e c t i v eg i v e n  
t h e  l e g i s l a t u r e .  

. .Reasonableness: 


P i ,i 
1 has includedreimbursementv 1: , This provis ion been in  rules  for the  LCFs/MR

a, L '
c; L since1973,MinnesotaRules, parts 9510.0500 t o  9510.0890and 12 WAR IS 

% 5 :-2.05301 t o  2.05315 [Temporary].Similarprovisionshave also been included 
n G ;1 inthenursinghowreimbursementruler,MinnesotaRules,parts 9510.0010 t o  

1 	 9510.0486,andMinnesotaRule, parts 9549.0010 t o  9549.0080. The t a b l e  of
limits s t ipu la t edinsub i t em 1 i s  annua l lyad jus t edfo r  i n f l a t i o n  andprovi
des  for a Class  A - Class B d i f f e r e n t i a l  which r e f l e c t s  t h ed i f f e r e n tl e v e l  
of prope r ty  c o s t sa s s o c i a t e d  with eachtypeofbed. K t  is reasonablepubl ic  

,/! -c p o l i c y  t o  e s t a b l i s h  t h i s  t y p e  of limit on c a p i t a l  assets i n  o r d e r  t o  c o n 
encourage; serve resources  and to  prudent  management of c a p i t a l  assets. The 

;I G 
u L' l e g i s l a t u r e ' si n t e n tr e f l e c t e di nM i n n e s o t aS t a t u t e s ,s e c t i o n  256B.501, sub

* L

2 01 c. d i v i s i o n  3 e s t a b l i s h e st h a t  limits on prope r tycos t  are necessary.  
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Statement of Need: 

Subitem 2 e s t a b l i s h e s  anannualadjustmenttothe limits i n  subitem 1. 
t h e  coa t  of cons t ruc t ing  and buying new bu i ld ings  andequipmentincreasethe 
h i s t o r i c a lc o a tb a s e  of c a p i t a la s s e t s .  Therefore, i t  i s  necessaryto  
r e f l e c t  t h i s  i n c r e a s ei n  the  limits which arc a p p l i e dt oc a p i t a la s s e t s .  
T h i s  allows new providerstopurchaseorcons t ruc t  new f a c i l i t i e s  a t  c u r r e n t  
p r i c e s .  

r e a s o n a b l e n e s s  

It  i s  r easonab letoad jus t  the c a p i t a l  arret  limits accord ingtothe  
percentageincreasein  t h e  construct ionindexpubl ished by t h e  Bureauof 
Economic a n a l y s i s  of t he  U.S. Department of commerce becauseth is  is a repu
table indexdeveloped by an outsideagency. this index is a good ind ica to r  
ofchangerinconstruct ioncoatwhich is d i r e c t l y  r e l a t e d  t o  thecoat  of new 
c a p i t a l  arret#.  fur thermore,s incethe ram indexha8 been usedsince 1973 
t ou p d a t e  the limit,, t h e r e  is cons is tencyofappl ica t ion .  The index also 
includes a l l  coderequirementssince i t  is bared upon a c t u a l  new c o n s t r u c  
t i o n  c o s t a .  

Statement of Need: 

Subitem 3 e s t a b l i s h e s  how t h e  costs r e l a t e d  t o  L i f e  Safety Code 
compliance w i l l  be handled.Thisprovir ion is necessary t o  enable providers  
t o  comply wi thchangerintheLi feSafe ty  Code which  occur  a f t e r  t he  f ac i l 
i tyenteredtheprosram.  I t  is n e c e s s a r yt op r o t e c tt h eh e a l t h ,s a f e t y  rad 
wellbeingofmental lyretardedpersona a8 requi red  i n  t h e  Meatal Retarda
t i o nP r o t e c t i o n  Act. minneso taS ta tu t e# ,Chap te r  252A.I I t  a100 promoter 
s t a b i l i t y  by enab l ingtheprov ide rto  w e t  t h e  l i f e  s a f e t y  r e q u i r e m e n t s  when 
theinvestmentper bed limits havebeenreached. 

Reasonableness : 

This  pa r t  providerthe  mean8 bywhichproviderscan make thenecessary 
investmentin new c a p i t a l  arret)  t o  comply withchangesinthe Life Safety 

. 	 Code. I t  i s  reasonabletocompensate  a provider  �or thesecoat8because 
t h e y  are n e c e s s a r y  t o  r e t a i n  t h e i r  l i c e n s e  and f o r  t he  p r o t e c t i o n  of r e s i 
d e n t s .  E t  is r easonab letoa l lowth i sad jus tmen ton lyfo rtheL i feSa fe ty  
Code changes tha t  o c c u ra f t e rt h ef a c i l i t ye n t e r st h eM e d i c a lA s s i s t a n c e  
Program becausechanger in t h e  Code are incorpora tedin  t h e  annual ly  
ad justed limits. .. -
Statement of Need: 

Subi ten 4 e s t a b l i s h e s  a method toupda te  a f ac i l i t y ' sinves tmen tpe r  
.bed limit. This provis ion  i s  necessarybecause a provider  must rep lace  
equipment and upgradethefac i l i tyover  time and i n  o r d e r  t o  beab leto  have 
these c o s t sr e c o g n i z e d  it i s  necessa ryto  update thefac i l i t y ' sinves tmen t  
per bed limits. An i n c r e a s ei n  t h e  per  bed l i m i t a t i o n  is a l lowedaf t e r  a 
f a c i l i t y ' s  f i r s t  three f u l lr e p o r t i n g  years and eve ryth reefu l lr epor t ing  
yea r sthe rea f t e r .  The amountof the  increase  is determined by theaverage 
of theannualpercentageincreases  i n  theinvestmentper bed l i m i t a t i o n  for 
t h e  cu r ren tr epor t ingyea r  and t h ep r e v i o u st h r e ef u l lr e p o r t i n g  years. 
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Reasonableness : 

It is  reasonable  t o  allow a per iodicincrease  i n  t h e  investment per bed 
l i m i t a t i o n  of a f ac i l i t ytoa l lowfortherep lacemen t  of equipment due  t o  
wear and t e a r  f romopera t ionbecausethesearecos ts  t h a t  must  be incurred 
�or t h e  q u a l i t yc a r e  of r e s i d e n t s .  I t  is  a l soreasonab letorecogn izetha t  
t h e  c o s t  t o  replaceequipment w i l l  be higherthan t h e  cos tof  the o r i g i n a l
equipmentduetoinf la t ion .Also ,s ince  t h e  u s e f u ll i v e s  of c a p i t a l  a s s e t s ,  
exceed t h i s  t h ree  year period and s ince  these assets g e n e r a l l y  are not 
replaced more o f t e n  t h a n  a f t e r  t h e y  haveexceeded the i r  u s e f u l  l i f e ,  i t  is  
reasonable  t h a t  t h e  update of limits be a t  l e a s t  as long as everythree 
years. Addi t iona l ly ,  t h i s  p r o v i s i o ne s s e n t i a l l yr e p l i c a t e s  similar provi
s i o n si nt h ep r i o r  ICF/l#t reimbursement ruler. 

Statement o f  Need: 

Item D es t ab l i shes  p rocedures  to  accoun t  fo r  ga ins  and losses on t h e  
d i s p o s a l  of c a p i t a l  assets Guide l iner  are necessary to C l a r i f y  how to  
a c c o u n t  f o r  c a p i t a l  assets t h a t  are r e t i r e d  or disposed of byabandonment or  
sale  . 
r e a s o n a b l e n e s s  

I t  is  r easonab le  to  accoun t  fo r  ga ins  a96 losses on t ho  d i sposa l  of 
c a p i t a l  assets inthecomputat ionofal lowable costs b e c a u s e  e r r e n t i a l l y  any 
g a i n  o r  l o s s  r e p r e s e n t s  an over orunder payment i n  d e p r e c i a t i o n  expense 
paid.  Therefore , t h e  amount shouldberef lec tedinthecomputa t ion  of 
f u t u r e  payment rater. To c o n t i n u e  t o  allow d e p r e c i a t i o n  costs f o r  a s s e t s  
thathavebeenret i redfromserviceorabandoned would not  be a necessary 
c o s t  and shouldnotbereimbursed 

I t  -is'r e a s o n a b l e  t o  limit the  amount of  the  loss i n  any one repor t ing  
year t op r e v e n t  a d i s t o r t i o n  of t he  payment rata. a l s o  a n y  amountwhich 
cannot be claimedinthereport ingyear  MY becar r iedforwardtofu ture  
r epor t ingyea r s .Add i t iona l ly ,thet r ea tmen t  of g a i n s  and losses i n  t h i s  
item employs a similar concept a$ t h a t  employedby t h e  I n t e r n a l  Revenue 

Statement of Need: 

Item E dealswi ththefunding  of deprec ia t ion .  The provis ion  is 
n e c e s s a r y  t o  " a s s u r e  e f f i c i e n t  and prudent management of c a p i t a l  a s g e t s  as 

L' I' ' r equ i r edinMinneso taS ta tu t e s ,s ec t ion  256B.501, subdiv is ion  3. 
GI 7. :Efz.i 

ea' :'. .* Reasonableness : 
r-

C LJ L 

I /  The funding of d e p r e c i a t i o n  is  a reasonable used by organizaconcept
t ionswi th  a largeinvestmentinlong-l ivedfixed assets  t o  accumulate a2 E' f w d  t or e p l a c e  the  asset a t  t h e  endof i t s  u s e f u ll i f e  and t o  providefor  
t h e  ti- when p r i n c i p a l  payments on long-term debt e x c e e d  d e p r e c i a t i o n

I i i ' Many non-prof i torganiza t ions  and also  providers  who are financed by t h e  
a. 	 -R MinnesotaHousingFinance Agency fund deprec i a t ioncur ren t ly .  The concept-<
F ' i

Iy of fundeddepreciat ion is a reasonable  method of achievingtheobject ivesof  
L 

- .  ' mulacion of equ i ty .
s t a b i l i t y  of t h i s  a n d  t h et h e  i n d u s t r y  e n c o u r a g i n g  a c c u  

-
+... e n h a n c i n g  f i n a n c i a l  

These o b j e c t i v e s  are supported by l e g i s l a t i v er e q u i r e 
ment inMinnesotaSta tu tes ,sec t ion  256B.501, subd iv i s ion  3 and by t h e  LAC 
Report (LAC Report ,  1983: pp. 56-63.) 



Statement of Need: 

Subitem 1 es tab l i shestheformula  for fundingdepreciat ionas a percent
ageofequi ty .  I t  is notnecessary t h a t  a l ld e p r e c i a t i o n  p a i d  be funded. 
Therefore ,  i t  i s  n e c e s s a r yt oe s t a b l i s ht h e  method tode terminethe  amount 
of dep rec i a t ionrequ i r edto  be  funded. As thepercentageofequity 
increases,  t h e  amountof t h e  annualdeposi tdecreases .  

Reasonableness: 

This is r easonab leinl igh t  of t h e  f a c tt h a t  one of the  ob jec t ives  is  
debtre t i rement .S incein te res tincowearned  on unfunded deprec i a t ion  i s  
not  an o f f s e t  a g a i n s t  c a p i t a l  d e b t  i n t e r e s t  expense, providershave an 
incent ivefortheaccumula t ion  of e q u i t ys i n c et h ei n t e r e s ti n c o wa c c u m u  
lated on theunfundeddepreciation MY be usedby the  provider  wi thout  
r e s t r i c t i o n s .  

Statement of Need: 

Subitem 2 descr ibertheinves tmentvehic leforfundeddeprec ia t ion  In 
l i n e  w i t h  t h e  overall g o a l  e s t a b l i s h e d  by t h e  l e g i s l a t u r e  of a s s u r i n g  e f f i 
c i e n t  and prudent management o f  c a p i t a l  assets, some g u i d e l i n e rf o rt h e  
investmentoffundeddepreciation assets is w a r r a n t e d  

Reasonableness: 

Funds which are accumulated for thepurposeofrep lac ingcapi ta l  arret8 
and reducingcapi ta ldebtsshouldbeplacedin  an investmentwhich is both 
low risk and l i qu id .Sav ingsaccoun t s ,ce r t i f i ca t e s  of d e p o s i t ,  andUnited 
S t a t e sT r e a s u r yb i l l s  met these  cr i ter ia .  This i s  a rearonablerequirement 
s i n c el i q u i d i t y  and i n t e g r i t y  of thesefunds is importanttoaccomplishing 
t h e  o b j e c t i v e  of r e p l a c i n g  c a p i t a l  assets and r educ ing  cap i t a l  deb t .  

Statementof Need: 

Subi ten 3 desc r ibe rtheuses  offundsinthefundeddepreciation 

. account.  In order to f u l f i l lt h eo b j e c t i v e s  of a fundeddepreciat ion 


\ account ,  thefundeddeprec ia t ionaccount  mujst be usedfor  making p r i n c i p a l
\ payments f o r  t h e  purchase or replacement of c a p i t a l  assets and f o r  payment ,of c a p i t a l i z e dr e p a i r s .  

g 2 L L-	 c y < < L  I t  is  r e a s o n a b l et o  limit theusesofthefundeddepreciationaccount 
2 .q ,o_ i n  o r d e rt oa s s u r et h a tt h ef a c i l i t yh a sa d e q u a t er e s o u r c e st o  meet i t s  
2 2 t f u t u r e  cap i t a lneeds .Th i sinc reases  t h e  s t a b i l i t y  of t h e  i ndus t ry  whichI I . 1 b e n e f i t sp r o v i d e r s ,r e s i d e n t s ,  and taxpayers .  

statement of Need: 

Subitem 6 limits the  amountof t h e  withdrawals offunded deprec i a t ion  
'I) - forthepurposeofpurchasingcapi ta l  assets. Sow r e s t r i c t i o n s  are neces

r. 

2 c Z s a r yt oi n s u r et h a tt h e  funded deprec ia t ionaccountconta in8  enoughfunds t o  
c, make r equ i r edpr inc ipa l  payments when t hese  paymentsexceedtheannual 

n -.
3 * deprec ia t iona l lowance .  
-r T

-58-



Reasonableness  

Sincethefundeddepreciat ion amount i s  a l s o  used topurchase ,  rep lace ,  
o r  r e p a i r  c a p i t a l  assets i t  is  reasonabletoal lowwithdrawals  whichdo not 
exceed 50 percentof t h e  cumulative amount deposi ted i n  the account . .This  
w i l l  assure t h a t  t h e  provider  w i l l  haveadequatedeposit,remaining which 
can b e  used t o  make p r i n c i p a l  payments  and su f f i c i en tfundstopurchase ,
r e p l a c e ,o r  repair c a p i t a l  assets 

Statement of Need: 

Subi ten 5 requi res  a separatefundeddepreciat ionaccountforeach 
f a c i l i t y .  In o r d e rf o r  t h e  Department t o  be assured t h a t  the funded d e p r e
c ia t ionaccount  is properlyadminis teredreparateaccount ing is a necessary 
element. The amountsdeposited and withdrawnshould relate t o  the  8.01 

f a c i l i t y .  I f  providers  were permit ted t o  commingle t h e m  amounts thepur
poreoffundin8depreciat ioncouldbecircumvented 

reasonableness : 

Requit in8 a sepa ra t e  funded  deprec i a t ion  accoun t  fo r  each  f ac i l i t y  
decreasesthel ike l ihoodtha tthefurn ish ings  and equipment a t  one f a c i l i t y
vi11 beupgraded a t  theexpenre o f  a n o t h e rf a c i l i t y .  also it prevents  t he  
mix ia t  of assets and provider  a completeaudi t  t ra i l  f o r  a u d i t i n #  d 
account ingpurposes  For t h e r e  reasons subitem I is a reasonable requi re 
meat . 
Statementof Need: 

subitem 6 proposeran income offret  on nonallowable withdrawals . To 
insurecompliancewithsubi tem 3 which limits the  use  of t h e  funded d e p r e  
c i a t i o na c c o u n t ,  i t  is  n e c e s s a r yt oe s t a b l i s h  a sanc t ion  for providers  who 
use these fundsfo ro the rpurposes  

Reasonablenear : 

withdrawalsfromthefundeddepreciationaccount which are used forpur
posesotherthanthorel i s ted  i n  item subitem 3 would haveproducedinterest  
income had theybeen l e f t  inthefund.Therefore ,  i t  i s  reasonable  that  
i n t e r e s t  income earned by thosefundsbeforewithdrawalbeusedtoreduce 
the a l lowableproper tyre la tedcos ts  as a sanc t ionformisuse  of these 
funds. The f i r s t  i n ,f i r s to u ts t i p u l a t i o np r o v i d e rt h eb a r i sf o rd e t e r 
mining how much interest income is to  be o f f r e t .T h i sp r o v i s i o n  is  a rea
sonable  method toinsu retha tfunds  are usedappropriately.  

Statement of Need: 

Subitem 7 es t ab l i shesthep rocedureto  be  followed when a provider  
f a i l s  t od e p o s i t  t he  requi red  amount i n  the fundeddepreciat ionaccount .  I t  
is necessarytoexpla intheseprocedures  so t ha tp rov ide r s  and Department 
s t a f f  have c l e a r  g u i d e l i n e s  i f  t h e  s i t u a t i o n  arises 

Reasonableness : 

If the  amount depos i ted  i n  t h e  funded deprec ia t ionaccount  is  less than 
the  amount r equ i r ed ,  t h e  d i f f e r e n c e  w i l l  be assumed t o  havebeen appl ied  t o  
reducedebt and in te res texpense  w i l l  b e  reducedaccordingly.  This i s  a 
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